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KEY ECONOMIC INDICATORS 
1984 1985 


Domestic Economy 
GDP (current $B) 164 


Per capita GDP ($) 4,255 
GDP growth rate (3%) 2.2 
C.P.I. (% change) 8.8 
Population (million) 38.6 


Production and Employment 
Labor force (million) 
Unemployment rate (%) 
Indus. prod. index (chg) 
Govt. spending % of GDP 
Nominal Wages (% chg.) 


Balance of Payments 

Total exports (fob/$M) 

Total imports (cif/$M) 

Trade balance ($M) 

Current acct bal. ($B) aah 
Foreign debt ($B) 26.0 
For. ex. reserves ($B) 15.2 
Debt service ratio (%) 12.6 
Av. exchange (ptas/$) 160.8 


Money and Prices 
M4 growth rate (%) 14.3 
Bk deposit rate (1-2 yr) 12.5 
GDP deflator (% chg.) 10.9 


Foreign Investment (1986) 
Total investment in Spain: $10.7 Billion 
Total U.S. direct investment: $2.6 Billion 
U.S. share of foreign investment authorized: 24.2 


U.S.-Spain Trade 
US share of exports (%) 10.0 10.0 9 
EC share of exports (%) 49.0 52.2 60 
US share of imports (%) a4. 10.9 9 
EC share of imports (%) 33.4 36.8 50 


Principal U.S. exports (1986): Soybeans, corn, tobacco, coal, 
data processing equipment, aircraft parts. 

Principal U.S. imports (1986): Footwear, petroleum products, 
cement, motor vehicle parts, olives, wines. 


SOURCE: Official Spanish statistics 
*Based on mid-year data 





OVERALL PERFORMANCE AND OUTLOOK 


The Spanish economy continues to experience moderate economic 
growth fueled by a strong expansion in internal demand. In 1986 
real gross domestic product grew an estimated 3.3 percent and is 
projected to grow at a similar rate in 1987. An increase in 


real investment is the leading characteristic of the expansion 
in internal demand. 


Inflation is moderating at 6 percent, but remains higher than 
average for the European Community. In 1987 consumer prices 
will rise slightly above the 5.0 percent official target. The 
government budget deficit is high, but increased tax receipts 
are helping to bring it down gradually. However, government 
expenditure growth continues to be strong. 


After more than a decade of contraction, employment grew by 2.4 
percent in 1986. The unemployment rate dropped slightly to 21.5 
percent. Unemployment is expected to remain close to current 


high levels until labor force growth begins to abate in the 
early 1990s. 


Foreign trade is another weak spot in economic performance. 
Spanish merchandise imports have grown rapidly in response to 
strong domestic demand, a strong currency, and opening of the 


internal market to increased foreign competition due to Spain’s 
accession to the European Common Market (EC) in 1986. 
Nevertheless, the current account registered a $5.0 billion 
surplus in 1986 and will remain in surplus throughout 1987. 
Tourism is booming, foreign investment continues to break 
records, and export performance is beginning to improve. 


The broader thrust of Spanish economic policy is determined by 
the need to open and modernize the economy in order to adapt 
successfully to membership in the EC. In the short run, Spanish 
economic authorities have focused on reducing inflation in order 
to improve Spanish competitiveness within the EC. Hence, there 
is an emphasis on wage moderation and monetary restraint. 


The authorities also want to achieve more rapid growth than 
European norms in order to raise income levels to European 
standards and reduce the economy’s most serious problem--high 
unemployment. Many of the policies of structural adjustment, 
such as industrial restructuring and economic deregulation, are 
subject to political controversy. However, in general, there is 


broad support for EC membership and recognition of the need to 
modernize. 





EC membership for Spain obviously will tend to reduce the rela- 
tive importance of economic links with the United States. 
However, the absolute levels of our bilateral trade and 
investment remain high, and there is every prospect that these 
links will continue to grow with the new opportunities created 
by an expanding, more open Spanish market. 


ECONOMIC PERFORMANCE IN 1986 


GDP growth in 1986 was fueled by strong growth in internal 
demand, including higher consumption and a sharp increase in 
investment. Official estimates of real growth are being revised 
upward to 3.3 percent. A continued pattern of strong expansion 
of internal demand will result in a growth rate of approximately 
4.3 percent in 1987, again placing Spanish growth above the 
average for the major developed countries. 

. 
Internal demand in the first half of 1987 grew at a real annual 
rate of approximately 7 percent. The economic authorities, 
considering this growth in demand to be too rapid, have taken 
actions to reduce liquidity. Because of their concern that too 
much of the boom in internal demand is being satisfied by 
increased imports, rather than domestic production, economic 
authorities are focussing on lowering inflation. Officials 
continue to aim for a greater balance between the growth of 
exports and the expansion of internal demand (consumption and 


investment), in order to prevent an external disequilibrium from 
occurring. 


An increase in investment, after a decade largely of declines, 
is the most reassuring element of Spain’s current economic 
expansion. Rising profits, improved business confidence, 
declining interest rates, and growing demand contributed to a 
12 percent real increase in investment in 1986. Although 
interest rates have climbed temporarily with the application of 
monetary brakes in the beginning of 1987, investment demand 


remained strong and is projected to rise 9.5 percent by the end 
of 1987. 


The pattern of growth in production by sectors was varied in 
1986. Industrial production increased 3.5 percent on average, 
although performance was irregular. Capacity utilization tended 
to remain slack because demand was siphoned off by imports and 
exports performed poorly. Construction rode the investment wave 
to a 6.0 percent increase, after several years of very poor 
performance. Services, which account for 60 percent of the 
economy, increased 4.0 percent overall. Agriculture slipped 

9.0 percent, primarily due to bad weather. 





TRADE 


Spain’s foreign trade has undergone dramatic changes during 

the first year of its membership in the European Community. 
Accession has opened the internal market to greater competition 
from imports and terminated the former system of subsidies for 
exports. At the same time, the expansion of domestic demand, 
the improvement in the terms of trade resulting from the decline 
of the dollar, and the drop in the price of oil, all served to 
stimulate imports. Goods and services imports grew 16 percent 
in real terms in 1986, while exports (including tourism) grew 
only 1 percent. 


Although the dollar value rose significantly because of the 
shift in exchange rates, merchandise exports slipped 7 percent 
in peseta value and 4 percent in volume in 1986. Some of the 
decline, however, may be attributed to exporters’ efforts to 
accelerate shipments in late 1985 in order to take advantage of 


the export drawback system which ended with Spain’s entry into 
the EC. 


Spanish exports were also hurt by the slow growth among Spain’s 
trading partners and Spain’s reduced competitiveness due to 
appreciation of the peseta. Spanish non-energy exports to the 
United States fell 13 percent in peseta value, reflecting the 
peseta’s real appreciation of 14 percent overall. However, the 
peseta’s appreciation relative to the EC was only 4 percent, 
allowing Spain’s non-energy exports to the EC to grow 12 percent 
in peseta terms (5.5 percent in volume). 


Merchandise imports were up 17 percent in volume in 1986 (up 

32 percent from the EC and 9 percent from the rest of the 
world). Total value was slightly down because of the sharp 
decline in oil import prices. The level of manufacture imports 
was most affected by the trade liberalization required by EC 
membership; imports of manufactured goods from both the EC and 
the rest of the world were up by about 31 percent. 


For 1987, goods and services imports are expected to grow by 
13 percent in.real terms, compared to about 4.0 percent for 
exports. This was borne out by continued strong growth in 
imports. During the first half of 1987, the peseta value of 
merchandise imports rose 22 percent over the same period in 
1986. Imports from the EC increased 43 percent. 


Exports, on the other hand, only increased by 8 percent to the 
rest of the world, and 13 percent for exports to the EC. 
Reflecting continued diversion of trade to the EC, imports from 
the United States were off 6 percent. About 60 percent of total 


imports were manufactured goods, of which a third were capital 
goods. 





ENERGY 


Oil and coal account for over 75 percent of Spain’s energy 
consumption (petroleum represents two quarters and white coal 
represents slightly more than one quarter). Oil and coal 
consumption in 1986 exceeded 70 million tons petroleum - 
equivalent. However, oil and coal consumption is slowly being 
displaced by natural gas consumption (up 3 percent) and to a 
lesser extent by nuclear/hydroelectric power consumption 
(together just over 20 percent). Nearly 70 percent of coal 
demand is supplied by domestic mines. 


Spain continues to diversify its sources of imported petroleun. 
OPEC members now account for only half of imports. Leading 
suppliers include Algeria, Iran, Iraq, Libya and Mexico. 


Spain’s National Energy Plan projects a total energy consumption 
in 1992 of nearly 100 million tons petroleum - equivalent. 
Approximately half of this demand is expected to be supplied by 
domestic sources. Spain’s performance in 1986 moved a pace 
toward this goal. 


AGRICULTURE 


Total agricultural output fell 9 percent in 1986. Dry weather 
caused the grain crop to fall almost 20 percent below the record 
harvest of 1985, and adverse weather conditions reduced output 
of the most important deciduous fruits. Output of livestock 


products increased moderately despite a severe cost/price 
squeeze. 


The outlook for 1987 is for growth in overall agricultural pro- 
duction, but not necessarily as high as the official forecast of 
4.5 percent. Grain crops will be better than in 1986, although 
little better than the average for recent years. A drought 
during the growing season reduced prospects for what had been 
expected to be a record grain harvest. Generally favorable 
harvests of most other agricultural crops and a further increase 
in output of most livestock products are anticipated. 


Predictions that the Spanish livestock sector would suffer dis- 
proportionately from EC membership were borne out in 1986. The 
EC variable levy on feed grain imports precluded imports of 

reasonably priced third-country feed grains, notably corn from 
the United States. Livestock producers were forced to turn to 


more expensive and less satisfactory EC barley and feed wheat 
imports. 





Large increases in imports from the EC of livestock products and 
live animals for slaughter depressed prices for Spanish 

farmers. Spain also had to reduce milk production in accordance 
with the EC surplus reduction program. Finally, compensatory 
payments on EC livestock products entering Spain, which in 
effect subsidized imports in 1986, were modified to reduce 
incentives to import in 1987. 


Spain’s leading agricultural imports were coffee, soybeans, and 
hides and skins, while exports were primarily citrus, other 
fruit and vegetable products, wine, table olives, and olive 
oil. Spain’s imports of U.S. agricultural products slipped to 


$912 million in 1986, reflecting the diversion of trade to EC 
sources. 


INDUSTRY 


Spanish industry is in a period of adjustment, with some 
industries in decline and others doing very well. The 
automobile industry had a banner year in 1986, and the 
electronics, office equipment, and other machinery sectors 
showed significant increases in output. 


On the other hand, the old basic industries--mining, steel, 
shipbuilding, refining, textiles, and wood products--continued 


to decline. A few of these sectors (shipbuilding, textiles, and 
wood products) showed increases in 1986, but shipbuilding is 
still in serious straits, and textiles are being pressed by 
competition from imports. Plastics output barely inched upward, 
and output in two large employment sectors (clothing and food 
processing) declined slightly. 


Industry is making substantial efforts, including new 
investments, to cope with the increased competition resulting 
from Spain’s entry into the EC. The outlook for some of the 
newer manufacturing sectors is good, and areas like plastics and 
textiles have hopes of at least holding their own. However, the 
old "rust belt" industries (steel, shipbuilding, and mining), 
and a number of government-owned firms in other sectors, need 
further restructuring and down-sizing. 


EMPLOYMENT AND LABOR 


The 2.4 percent increase in employment (354,000 net new jobs) 
during 1986 was a notable achievement, as employment in Spain 
had declined steadily since 1974. Employment is expected to 
increase by approximately 0.2 percent (200,000 net new jobs), 
thus accommodating some of the labor force growth. But this 
will not be enough to change appreciably the official 
unemployment rate, which averaged 21.5 percent in 1986. 





Government measures lowering employer contributions to social 
security and relaxing regulations on temporary contracts have 
been intended to encourage employment. Employers, however, 
seek further labor market liberalization. Unfortunately, 
liberalization is politically difficult given organized labor’s 
concern over the erosion of long-established rights to job 
stability and social benefits. 


Since business and labor were not in agreement on additional 
measures to deregulate labor markets, the government did not 
push for an extension of Spain’s Economic and Social Accord 

(a pact between government, labor, and management) at the 
beginning of this year. In the absence of an agreement, it is 
not surprising that work time lost due to strikes during the 
first 5 months of 1987 was more than double the same period last 
year. Public companies were especially affected. 


The Socialist party’s election setback in mid-June 1987, was 
attributed to the climate of labor conflict and social unrest 
arising from structural adjustment in declining sectors. Thus, 
the government is pushing for a new Economic and Social Accord. 
One objective will be to focus business and labor attention on 
economic policies which will enhance Spain’s economic growth and 
its competitiveness within the EC. 


IMPLICATIONS FOR U.S. BUSINESS 


Early 1987 trends reveal that U.S. products are beginning to 
benefit from the Spanish import boom as well as from the decline 
in the dollar. U.S. exports of capital goods to Spain in the 
first quarter of 1987 were up 58 percent over the first quarter 
of 1986. U.S. exports of consumer goods in the same period 
increased 45 percent. Office and telecommunications equipment 
and industrial machinery led the U.S. export increase. 


Unfortunately, U.S. products have not shared proportionately 

in the overall Spanish import boom. The U.S. share of 

Spanish non-petroleum imports fell from 17.3 percent in 1983 to 
11.9 percent by 1986. The U.S. share of the Spanish market for 
non-petroleum products for the first 6 months of 1987 was only 

10.8 percent. 


It is estimated that Spanish quantitative restrictions on 
non-EEC imports affect more than $350 million worth of 

U.S. exports. Notable U.S. exports affected include coal, 
motor vehicle parts, internal combustion engines, electrical 
apparatus, and circuit breakers. Standards certification 
(homologation) procedures for some electronic products might 
also serve to restrict U.S. exports. 





Despite these trade impediments, the continued pick-up in 
domestic investment and the need to compete within the European 
Community should fuel demand for U.S. goods and services. 
High-technology products and complementary services are of 
particular interest to the Spanish. 


U.S. agricultural exports have also been affected by the 
diversion of trade to the EC under the Common Agricultural 
Policy. Fortunately, the U.S.-EC Enlargement Agreement 
obligates Spain, with EC financial assistance, to import from 
third countries 2 million tons of corn and 300,000 tons of 
sorghum annually until 1990. Most of this grain is expected to 
originate in the United States. This agreement is expected to 
provide Spanish livestock producers with lower cost feed inputs 
over the next 4 years. 


The U.S. and Foreign Commercial Service (US&FCS) in Spain has 
identified several sectors as having good growth prospects and 


has prepared market summaries on the following industry 
sectors: 


--Computers, peripherals, and software 
--Telecommunications equipment and services 

--Medical equipment/health care services 

--Industrial process controls 

--Electronic components/production and test equipment 
--Industrial organic chemicals 


These reports are available from the Spain Desk, Room 3042, 
International Trade Administration, U.S. Department of Commerce, 
Washington, DC 20230. 


UPCOMING PROMOTIONAL EVENTS 


To take advantage of opportunities in some of these sectors, 
US&FCS Spain has programmed the following promotional events 
during the first half of 1988: 


Visit USA Promotion in FITUR Tourism Fair 
--January, Madrid 


Computer Software and Services Trade Mission 
--February, Barcelona 


Refrigeration/Air-Conditioning Trade Mission 
--February, Barcelona 


Security Equipment Exhibit in SICUR Trade Fair 
--March, Madrid 





Biotechnology Seminar Trade Mission 
--April, Madrid 


Electronic Components/Computers exhibit in Expotronica/ 
Informat Trade Fair--April, Barcelona 


Matchmakers ’88 Service Industries Trade Mission 
--June, Madrid 


Telecommunications Seminar Trade Mission 
--June, Madrid and Barcelona 


HIGH TECHNOLOGY IN SPAIN - COMMERCIAL PROSPECTS 


The Spanish Government is firmly committed to the development of 
high technology in Spain. Through a variety of programs and 
agencies at national and regional levels, it is actively 
promoting the creation of new industries and the application of 
new technologies to existing industries in order to increase the 
efficiency and competitiveness of the Spanish economy. 


Spain’s emphasis on high technology should offer commercial 
opportunities for U.S. suppliers and investors in a variety of 
fields. To assist companies to take advantage of these 
opportunities, US&FCS Spain has prepared a comprehensive report, 
entitled "High-Technology in Spain: Commercial Prospects." 
This report describes the programs, players, and prospects in 
the high-technology arena. It includes an appendix with 
addresses and key contacts of over 1,000 private companies and 
government agencies in Spain and can be purchased from US&FCS 
Madrid or Barcelona for $400. 


INVESTMENT 


In 1986, Spanish foreign investment legislation was adapted to 
EC standards. Administrative procedures have been streamlined. 
The number of sectors in which foreign ownership is restricted 
has been reduced. 


The requirement for prior authorization of investments has been 
replaced by a requirement for prior notification. Notification 
must be made when the investment is more than 50 percent of a 
Spanish enterprise, or constitutes a reinvestment by foreigners, 
or takes the form of establishment of branches of foreign 


companies, or comes from the granting of loans for a term of 
more than 5 years. 





Foreign investment applications in these categories rose sharply 
in 1986-87. Investments sourced from other EC members were up 
steeply and accounted for 64.5 percent of the 1986 total. 

German acquisition of Seat and Italian acquisition of a 
prominent pharmaceuticals firm led the list in 1986-87. New 
foreign investment registered from U.S. sources fell by nearly 
one half in 1986, bringing it down to a more normal 8 percent of 
the total. 


The government has begun liberalizing capital controls in both 
directions in preparation for European capital market 
integration in the 1990s. Late in 1986 the government 
liberalized regulations permitting Spaniards to invest 
overseas. New Spanish investment abroad was $930 million in 


1986 (up 58 percent) and is expected to be stronger still in 
1987. 


Spanish investment in the United States is starting to extend 
beyond the traditional banking and commercial relationships. 
Growth in investment in the United States appears likely to 
continue. As long as the balance of payments is in substantial 
surplus, the outflow of Spanish capital facilitates government 
efforts to slow monetary expansion. The government also 
believes increased exports will follow Spanish foreign 
investment. 














